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This paper shows the means through 
which, in a permanently evolving environ-
ment, characteristic for the knowledge-
based economy, an IT company made his-
tory. IBM, as the majority of the IT compa-
nies during the period from the 1980’s to 
the present, had its ups and downs, but 
with the skills of a visionary CEO, it ma-
naged to revive. On facing globalization, 
the multinational company had to focus 
on the regional development strategies. 
Also, due to the rapid technology changes, 
it had to find its core competencies, and 
efficiently expand them, as part of the 
company’s strategic business units. The 
final touch was given by the new, charis-
matic CEO, who brought a different vision, 
introducing new business strategies, dra-
matically changing IBM’s financial perfor-
mance. In the company’s financial state-
ments, management discussions or re-
ports of independent registered public ac-
counting firms, various approaches can be seen, explaining the 
financial results. Also, hundreds of papers were published in 
various journals, using marketing, management or statistical ap-
proaches.  However, none of these studies uses econometrics 
approach. Therefore, in order to measure the impact of global 
strategies, strategic business units and policy change strategies 
on IBM’s human resource policies, an econometrics model was 
built. The empirical results show statistically significant 
differences, making our findings highly relevant. 
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Introduction 
There can be no doubt that, in practical terms, the world
is getting smaller, and whether the process of
globalization is seen as a source of opportunity or as a
destructive force that needs to be checked, it is clear that
businesses are facing an array of new challenges. These
in turn have only emphasized the importance of
implementing an effective knowledge strategy.  
The present paper will try to show the means through
which, in such a permanently evolving environment, cha-
racteristic for the knowledge-based economy, an IT com-
pany made history. IBM, as the majority of the IT compa-
nies in the 1980’s and 1990’s, had its ups and downs, but
with the skills of a visionary CEO, it managed to revive. 
First, in 1992, there was a huge gap between his
company's stated goals and its achievements. The value of
IBM’s stocks was low, morale very low, and the company's
products have not kept up with the changing market.
Customers were complaining that new models were taking
too long to emerge.  IBM relied too long on mainframes at
a time when rapidly advancing semiconductor technology -
some of it invented at IBM - was quickly changing the
computer industry. 
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For employees, IBM's job security was legendary. It wasn't 
unusual to find two generations of the same family 
represented. There were never any layoffs or unions. And 
this loyalty to employees strengthened the promise to 
customers: a happy and motivated workforce meant good 
service. The bond between the company and its workers 
began to get loose with massive reorganizations in the 
1990s, followed by layoffs. An unanticipated consequence 
was to sever long-term relationships employees had with 
customers. 
This was the context in which Gerstner entered the 
company, and started to make a difference. The study will 
also introduce the strategies used by him, successfully, 
underlining the financial consequences of this institutional 
change. 
The second major turning point in IBM’s recent history 
was in 2002, when the company sold its hardware 
business to Hitachi. The decision was based on the desire 
to reduce the PC and component business altogether, due 
to a downturn in both the semiconductor and disk drive 
business. 
The third major issue to debate is the vital role of a 
visionary CEO. During the years he spent in IBM, Gerstner 
revitalized the company, due to his ability to view the 
problems unemotionally, and, therefore, he could lay off 
employees when necessary and create new strategies. "It 
took Gerstner, who was dispassionate and who was not 
an IBM lifer, to do that," said Sam Albert, a 30-year IBM 
veteran and now president of Sam Albert Associates, a 
consulting firm. 
Part of the problem lay in the corporate culture, according 
to various sources. IBM prided itself on innovation and 
had long allowed executives and employees fairly free 
rein. "Think," after all, was the company's motto. The 
company promised lifetime employment, and instead of 
laying people off, it would perform "surplus actions," which 
amounted to eliminating a job but then recreating it in 
some other part of the company. 
One of Gerstner's first major acts was to bring fiscal 
responsibility to the company. He forced IBM managers to 
set financial goals and to meet them. He removed those 
who didn't. He eliminated some products while 
establishing other new categories inside IBM, and he 
advocated selling products as bundles that solved 
business problems. Massive layoffs also took place in 
1993.  
Gerstner helped IBM turn its focus from hardware such as 
mainframes to more complete offerings that included 
software and service. Those packages made the transition 
from PCs to supercomputers. The approach is represented 
by IBM Global Services and has become one of IBM's best 
ways of selling products. 
1. Purpose of the Study 
The main purpose of this study is trying to explain IBM’s 
revolution, as one of the most significant IT companies in 
the world, and underline the actions that have made a 
difference in its financial position improvements, based on 
a change in the management system of the company, 
namely – applying the knowledge management system. 
Therefore, two strategic paths emerge in discussing a 
company’s success: financial performance and human 
resource capabilities. In the present paper the latter will 
be discussed. 
In order to attain this objective, and observe the evolution, 
a financial analysis will enable a better understanding of 
the situation, by focusing on a longitudinal time series 
study. Change has taken place between 1990 and 2006, 
paying special attention to the years 1993 and 2002, and 
to the factors which influenced the progress and 
development of the company. 
Taking an investment perspective towards human 
resources is critical, considering the fact that all the other 
physical assets (products, technologies) can be imitated 
b y  t h e  c o m p e t i t o r s .  H o w ,  w h en and especially why HR 
strategies changed in IBM is a crucial issue to discuss. 
The second aspect which has to be mentioned is the 
strategic importance of a leader, capable of harmoniously 
balancing people-oriented skills with the task-oriented 
needs of an unbalanced, precarious microeconomic 
situation. 
2. Methodology 
Although IBM is a gigantic corporation, having hundreds of 
employees in its financial departments, and being audited 
by some of the most famous and reliable public 
accounting firms in the world (Pricewaterhouse Coopers 
LLP), the present study brings a plus value, through its 
methodology of analyzing the data. 
The use of econometrics as a way to measure IBM’s 
human resource policies has not been realized until now. 
Here, a model was built by Shih and Plescan to measure 
the above 2 aspects, for a 16 year period, from 1990-
2006. 
In the company’s financial statements, management 
discussions or reports of independent registered public 
accounting firms, there can be seen various approaches 
to explaining the financial results, but none of them uses 
statistical methods or econometrics. 
Therefore, the contribution of this study is made by using 
an econometric method, combining economic theory with 
statistics, to analyze and test hypothesis, and underline 
the critical factors leading to improved performance. 
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An econometrics model was established, pertaining to an 
independent variable measuring human resource policy 
(employee number): 
  Yi = f(x) = a0 +b1*x1 + b2*x2 + b3* x3 + ε     (1) 
Where: 
Y = Human resource policy, measured by 
a)  the number of individuals benefiting from a 
retirement plan 
b)  the number of employees 
x1  =  Region variable (Europe/Middle East/Africa, Asia 
Pacific, America) 
x2 = Product variable (Global Service, Hardware, Software, 
Global Financing) 
x3 = Strategy variable (dummy variables related to the 
1993 and 2002 strategic periods). 
The most important thing to consider for variable selection 
would be to examine the meaning of the variables, 
according to Gorsuch (1988), that is, to check whether a 
variable is a good indicator of a factor extracted. For the 
data analysis, a stepwise variable selection will be used, 
the backward elimination process. 
In backward elimination process, we derive formulas for fit 
measures of resultant models when one variable is 
removed successively from x1 to xn in the current model, 
starting with the full model and then eliminating at each 
step the one variable whose deletion will cause the 
residual sum of squares to increase the least. 
In the backwards elimination procedure, we proceed as 
follows: fit the maximum model, examine the p-values and 
eliminate the variable with the highest p-value if it is 
greater than a pre-specified level, and re-compute the 
regression equation for the reduced model. The process is 
repeated until the variable with the highest p-value is 
below the criterion value.  
3. Empirical Results 
Table 1 shows the empirical results for model I: 
Individuals benefiting from a Retirement Plan, as one of 
the Human Resource policies, as a function of regional 
variables, strategic business units, human resource policy 
  Table 1 
Multiple regression analysis of SBU, HR Policies,  
Institutional Change and Individuals benefiting from a Retirement Plan 
 
    Y = Individuals benefiting from a Retirement Plan 
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and institutional change. In order to measure HR policies, 
the same process will be used, as in model 1, the 
backward elimination process. In Eq4, 4 variables are 
significant, 3 at 1% level and 1 at 5% level, of which 1 has 
a negative parameter. R² stands at 0.98, therefore, the 
model can explain 98% of the variance in the number of 
individuals benefiting from a retirement plan. 
Hypothesis 1.1 – Regional Variables 
The parameter for Europe/ Middle East/ Africa is not 
significant at the 10% level. The parameter for Asia is 
positive (3.087), with t ratio of (5.175) and significant on 
the 1% level. Financial results from Asia (x2) have a 
significant impact on the number of individuals benefiting 
from a retirement plan. The larger the revenues from this 
area, the larger the number of beneficiaries.  
The parameter for America is also positive (2.459), with t 
ratio of (14.776) and it is significant on the 1% level. 
Financial results from America (x3) have a significant 
impact on the number of individuals benefiting from a 
retirement plan. The larger the revenues from this area, 
the larger the number of beneficiaries.  
Hypothesis 1.2 - SBU 
The parameter for Global Services SBU (x4) is not 
significant at 10% level. The parameter for Hardware SBU 
(x5) is negative (-1.631), with t ratio (-3.378), significant at 
1% level. The higher the activity for the Hardware 
department of the company, the lower the number of 
individuals benefiting from a retirement plan. The 
parameter for the Software SBU (x6) is not significant at 
10% level. 
Hypothesis 1.3 – Institutional Change Variables 
Gerstner’s policy changes (x7) is not significant at 10% 
level. The parameter for x8 is negative (-15.499), with t 
ratio (-2.358). It is significant at 5% significance level. 
Selling the Hardware department had a negative impact 
on the number of individuals benefiting from a retirement 
plan. 
The empirical results for model II are reported in Table 2. 
In Eq3, 5 variables are significant, 2 at 1% level and 1 at 
  Table 2 
Multiple regression analysis of SBU, HR Policies, Institutional Change and Number of Employees 
 
    Y = Individuals benefiting from a Retirement Plan 


































































































































  R2    0.999  0.999  0.999 
 
224WHY FINANCIAL STRENGTH COMES FROM PEOPLE.  THE CASE OF IBM 
 
5% level, and 2 at 10% level. Three of them have negative 
parameters. R² stands at 0.998, therefore, the model can 
explain 99.8% of the variance in the number of 
employees. 
Hypothesis 2.1 – Regional Variables 
The parameter for Europe/ Middle East/ Africa is positive 
(7.563), with t ratio of (3.190) and significant on the 5% 
level. Financial results from Europe / Middle East/ Africa 
(x1) have a significant impact on the number of the 
company’s employees. The larger the revenues from this 
area, the larger the number of employees.  
The parameter for Asia (x2) is not significant at 10% level. 
The parameter for America is positive (6.299), with t ratio 
of (9.084) and it is significant on the 1% level. Financial 
results from America (x3) have a significant impact on the 
number of IBM’s employees. The larger the revenues from 
this area, the larger the number of employees.  
Hypothesis 2.2 - SBU 
The parameter for Global Services SBU (x4) is not 
significant at 10% level. The parameter for Hardware SBU 
(x5) is negative (-3.467), with t ratio (-1.959), significant at 
10% level. The higher the activity for the Hardware 
department of the company, the lower the number 
employees. The parameter for the Software SBU (x6) is not 
significant at 10% level. 
Hypothesis 2.3 – Institutional Change Variables 
The parameter for x7 is negative (-69.169), with t ratio   
(-4.106). It is significant at 1% significance level. 
Gerstner’s policy changes (x7) had a negative impact on 
the number of employees. 
The parameter for x8 is negative (-52.982), with t ratio (-
1.987). It is significant at 10% significance level. Selling 
the Hardware department had a negative impact on the 
number of the company’s employees. 
Conclusions 
The econometrics model introduced in this study 
successfully highlights the importance of regional 
variables, SBU, HR policies and Institutional Change 
variables in determining the company’s performance.  
The present study allows us to have a better 
understanding of the factors that work together towards 
the employees’ wellbeing inside the company, through its 
human resource policies. 
Regarding the human resource policies, for sub-objective 
one, the number of individuals benefiting from a 
retirement plan is positively affected by the revenues from 
Asia and America, while the activity in the hardware SBU 
has a negative effect. Selling the Hardware department 
led to a serious reduction in the number of retirement 
plan beneficiaries. 
For the second sub-objective in human resource policies, 
the number of employees, Europe/ Middle East/ Africa 
and America regions have a positive influence, while the 
increased activity in the hardware SBU led to a decreasing 
number of employees. The same negative effect had 
Gerstner’s policies in 1993, when he layoff an increased 
number of employees, and also, selling the hardware 
department in 2002. 
IBM’s financial strength is given by its people. 
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